



















































































C. Recommendations

14,

15.

The state should self-insure all areas of risk which do not have

special servicing problems. Retention levels should remain consistent
for all coverages. The retention level could be as high as two million
dollars per occurrence with a twenty million dollar annual aggregate.
The state should create a property and liability self-insurance

fund with an initial appropriation of $7,000,000. Funds which are
currently used by the Executive Council, the Appeal Board, and

the Comptrollers Office could be used for part of this initial appropriation.
Also, funds that are now spent on primary insurance coverage could
be put into the fund. There should be an appropriation not to exceed
$7,000,000 every year thereafter until the self-insurance fund reaches
a maximum dollar level of 20 million dollars. The funds should

be managed by the Treasurer of State and invested prudently with
any earnings returning to the reserve to help maintain the 20 million

dollar level.
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VII. INSURANCE PURCHASING

A. Present Arrangement

Presently, the State of lowa does not purchase very many insurance
policies in relation to their overall exposures. See Appendix A for current
insurance coverages. However, most insurance that is purchased is done
individually by state agencies using many different insurance agents or brokers.

On many occasions, when the state has attempted to purchase insurance,
they have not had very many bidders. The main reason for this problem
is the practice of most public entities that require that insurance contracts
be put out to bid the same way as contracts for the supply of soap or paper.
This bid system does not allow for a long-term close working relationship
with high caliber underwriters. Good underwriters are relunctant to spend
time and effort on bid business as they feel that the account will be moved
in a year or two on consideration of price only rather than quality of service
or flexibility of underwriting. Good underwriters often feel that such business
does not justify the substantial amount of time initially required.

B. Discussion

Use of brokers (or agents) to market insurance coverages should be organized
more efficiently. There is no benefit to the state to splinter its insurance
purchasing among a dozen or more brokers. The purchasing function should
be consolidated in one, or perhaps two agents or brokers, who can demonstrate
the experience and resources to handle an account of this magnitude. As
with the selection of contract adjustors, selection of brokers with experience
in large accounts and the facilities to provide superior service should be
approached and requested to present their own proposal for an insurance
program, without approaching any markets. They could be pre-selected

by reputation, geographical location, size (premium volume, number of professional
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employees, or any other characteristic). If political pressure might be a
problem, their criteria should be published in writing. Ultimate selection
of a broker should be based upon the evaluation of:
l. Experience with other, similar complex accounts.
2. Proposed insurance program.
3. How the broker would propose to market the program including
the companies to be approached.
4. Qualifications and experience of broker's personnel to be assigned
to the account.
5. The fee that the broker will charge for handling the account.

Successful implementation of a program of high retention requires the

assistance of a broker experienced in servicing self-insured accounts. Manuscripting

and marketing excess coverages tailored to the individual insured is an art.
Experience and up-to-date knowledge of the insurance marketplace are a
broker's only guides to balancing breadth of coverage against reduction of
the number of insurers willing to quote a price. Only personal judgement
can dictate which difficult exposure should be insured separately in order

to gain favorable rates on the balance of the package. The successful broker
must do more than create the perfect insurance contracts, he must be able
to "sell" it to the insurers.

C. Recommendations

16. Coordinate with the Purchasing Division to bid insurance in a way
that will not create problems in the insurance markets.

17. Brokerage functions should be consolidated to preferably one broker
with facilities to manuscript and market tailor-made coverage

for the state.
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VIIL

RECORDS AND ACCOUNTING

A. Cost of Risk

Cost of risk is the total of four basic costs:

1.
2.
3.

q.

Net insurance premiums.
Unreimbursed losses (self-insured, self-retained)
Risk control and loss prevention expenses.

Administrative costs.

Currently, information on the total cost of risk for the State of Iowa is

only

partially available, but can be summarized in the following table:
1. Net insurance premiums $2,053,355
(See appendix A)
2. Unreimbursed losses $4,120,922
(See appendix B)
3. Risk control, loss
prevention unknown
4. Administration
Risk Management budget $50,000
Uninsured loss adjustment
expense (Estimated at

6% of $4,120,922) $247,255

TOTAL COST OF RISK $6,471,532 plus Risk Control Expense

Insurance coverage is purchased by state agencies, such as the universities

and the Risk Management Division and also by outsiders, such as contractors

bidding on construction jobs. Most insurance premiums are recorded as such,

but a certain percentage is lumped into bid prices by suppliers and contractors.

Non-insured losses may be paid by funds administered by the Appeal Board

or Executive Council or may be debited against agency operating or maintenance
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funds. Likewise, the cost of risk administration is scattered through various
agencies. This cost should include the hours devoted by other agency management
or clerks to direct purchase of insurance and internal allocation of premiums.
Central collection of data on the cost of risk is fundamental to a number
of activities. First, it allows evaluation of results obtained in return for
dollars spent. It can also be a useful risk retention guideline; as discussed
in the risk retention section, the risk manager can be given a permissible
maximum variance from his total budget and can adjust his insurance buying
and retention procedures accordingly. Third, complete data on the State's
cost of risk over a period of years is an invaluable trending and budgeting
tool.

Recommendations

18. The Risk Management Division should be the central repository for complete
data on the state's cost of risk. The data should be divided into: insurance
premiums paid, by line of coverage; all losses incurred by line of exposure;
loss control costs (including contract services); and all administrative
costs.

B. Cost Allocation

In the interest of simplicity, the self-insurance fund should be a single
appropriation from the General Fund. In cases where losses and expense
are currently paid from other sources, such as the road use fund for DOT
losses and from income of the universities auxilliary enterprises, then the
self-insurance fund can make assessments to these agencies.

However, if it is felt that a total cost allocation to the individual agencies
is necessary, there is a way to do that. There are a number of reasons for
allocating risk management costs to individual agencies, including:

1. To better identify the cost of operating a department. This is especially
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important for activities that are to be self-sufficient (for example,

medical services).

2. Allocation of losses can promote cooperation with loss control efforts
and focus management's attention on problem areas.
3. When a particular agency or department receives a percentage

of its income from the federal government, including risk management

costs in its budget can sometimes increase the amount of federal

reimbursement.

The risk management costs to be allocated include losses, premiums
and overhead (costs of operating the risk management department, internal
and external claims administration and outside services), i.e., the total
cost of risk.

In order to avoid expensive processing of minor claims, it is generally
advisable to set a minimum dollar figure on claims to be presented to
the central risk management fund for payment. For example, the individual
agencies might be asked to bear the first $500 or $1,000 of each loss.
Another reasonable figure to use as a deductible would be one-tenth
of one percent of each agency's budget; the same formula used to calculate
the State's risk bearing capacity. A problem with any deductible system
is the reporting of claims that are under the deductible. If the agency
absorbs the cost of a small loss, no great need is perceived to file a
report of the occurrence. If not reported, these small but frequent,
losses would be buried in operating or mainfenance funds and central
information on the State's cost of risk would be incomplete. A common
method to encourage reporting of small losses is to set an annual aggregate
deductible for each agency. For example, if the agency occurrence
deductible is set at one-tenth of one percent, the aggregate might be

set at one percent of budget. Thus, each agency is motivated to report
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all small losses, especially if an accumulation of small losses starts
to approach the annual aggregate.

Above the agency deductible, some system should be formulated

to allocate costs of loss back to each department. In order to gain cooperation

of agency managers, the risk manager must devise an allocation system
that is sensitive to loss, fair to all agencies, and simple to understand.

A system which fits all of these criteria is the implementation of a

three or five-year rolling average. Each department would include within
its budget a percehtage of total losses (property, liability and Worker's
Compensation) which the State expects to incur in the year being budgeted.
This percentage will be obtained by dividing each agency's actual incurred
losses by total state losses for the three years (or five years) commencing
four (or six) years prior to the year being budgeted. The three-year
allocation is probably the more reasonable time period. If allocation

of a $700,000 loss back to a department over a three-year period might
be disruptive to budgeting, a cap can be set on the size of losses which
will be included in the average. For example, the cap might be set at
$250,000 per occurrence with the central fund absorbing the balance

of the catastrophe loss. Although such a cap does smooth the budgeting
process for individual agencies, it has the disadvantage of not allocating
the entire cost of risk back to the originating agency.

Allocation of excess insurance premiums and overhead must be
handled in another fashion. Again, the allocation system must balance
the objectives of fairness and simplicity. Overhead can be allocated
as a percentage of loss cost. Thus, once the three-year rolling average
percentage is calculated, the same percentage figure can be applied

to overhead. If any special services, such as special engineering studies,

5%

are supplied to one department, that cost can be billed separately to
the user in addition to the budgeting overhead charge. However, special
billings should be used sparingly as they might discourage departments
from using services which are expensive but considered necessary by
the Risk Management Division.

Allocation of excess insurance premium require consideration of
the relative exposures of each agency. Obviously, special coverages
such as aircraft liability should be allocated only to agencies owning
or using aircraft. Excess auto premiums can be charged at a flat rate
per vehicle or type of vehicle, but care should be given to keeping the
system simple. Fairness would dictate a scale of rates for private passenger,
light truck, heavy vehicles and buses, but such detail can quickly become
an administrative quagmire. If possible, it is best to use one rate or
at most two, applied against the average number of vehicles maintained
by each agency over the year. Excess property premiums can be billed
at an average rate per hundred of valuations over the loss cap or over
the retention if no cap is used. Thus, an agency with no buildings exceeding
the cap would pay no excess property premium. An agency with one
building valued at $1 million would pay premium on the value which
exceeds the loss cap or retention. Géneral liability, Worker's Compensation
and other miscellaneous premiums can be allocated proportionately
with losses and overhead.

Recommendations:

19. Per occurrence and annual aggregate deductibles should be set
for all agencies in order to eliminate overprocessing of insignificant
claims.

20. The Risk Management Division should use all means possible to
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encourage agencies to report all losses.

21. Losses could be allocated back to the originating agencies using
a three-year rolling average method with overhead as an additional
amount. Excess premiums could be allocated by formulas reflecting
exposure.

Property Valuation

As part of its loss quantification responsibility, the Risk Management
Division should keep or have access to accurate property values for
all state properties. Such information is essential for cost allocation,
negotiation of insurance and evaluation of exposures to loss. Currently,
values are kept by the agency having jurisdiction over the property.
Records kept agency by agency are not consistent in their basis for
valuation and updating of values may not be consistent with current
replacement costs.

As there is no other central repository for property valuation records,
the Risk Management Division should undertake the substantial task
of surveying, diagraming and evaluating hazards for each building. The
Risk Management Division can hire a full-time staff person to undertake
the task or can contract out the project. If contracted out, the Division
should obtain quotes from several firms such as survey companies special-
izing in such work for insurance companies on a contract basis.

Most firms are willing to work directly with public entities. They
are capable of producing a written report for each building inspected
encompassing replacement cost valuation and diagram of the structure,
description of boilers, occupancy hazards and fire protection features
and basic comments on fire loss prevention. If desired, additional comments

on Worker's Compensation and public safety can be included. As an
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additional consideration such inspection reports by an outside firm are

a useful tool for the safety director and adds credibility to the property

insurance marketing package which must be assembled by the broker

in order to market an excess property insurance program for the state.
Once obtained, property valuation information can be kept on computer

files and updated with inflation factors supplied by a widely accepted

service like Marshall Swift. The Marshall Swift guide is an excellent

reference tool and includes monthly updates on inflation factors for

construction. This guide should be part of the Risk Management Division

library.

Recommendations

22. The Risk Management Division should be the central repository
for property valuations for all state property.

23. The Risk Management Division should undertake or contract out
a complete survey.

24. Once collected, the information should be entered in an electronic
data processing system and updated with Marshall Swift (or other
valuation services) inflation factors.

Loss Records
A complete and well organized set of loss records is the basic tool

of the Risk Manager. Without them, he cannot exercise effective control

of the risk management program. As indicated elsewhere in this report,
many conclusions could not be precisely supported because of a deficiency
in state loss data. Accurate historical loss information influences the
following:

1. Determination of risk exposure areas to be self-retained.

2. Loss prevention planning.
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3. Cost allocation.

4. OSHA record requirements.
5. Insurance cost negotiations.
6. Loss reserve calculations.

Loss data should be retained as long as possible. A minimum of five
years of detailed loss data should be kept on file. If possible, detailed records
should be kept for ten years. If space is a problem, at the end of ten years
the information can be summarized and the detailed records destroyed.

Claim files for liability and Worker's Compensation should also be retained
until well past any possible statute of limitations for reopening the claim.
Details of significant claims or claims which set precedents should be retained
indefinitely. The Attorney General's Office should be able to provide the
guidance on retention of any files involving litigation or possible litigation.
Details of losses to state property should be retained only as long as they
have value for loss control activities. When the data is no longer needed
for loss control, the information should be summarized and kept as part of

the historical record of the cost of risk.
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RISK IDENTIFICATION AND EVALUATION
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CHAPTER & — RISK IDENTIFICATION AND EVALUATION

INTRODUCTION

The first two steps in risk management are to identify the various types
of potential losses confronting the state and to evaluate the potential losses
that are identified with respect to such matters as their liklihood of occurrence,
their severity, and their predictability. Unless the Risk Manager identifies
and evaluates all potential losses confronting the state, he will not have
any opportunity to determine the best way to handle the undiscovered risks.
The state will unconsciously retain these risks, and this may not be the best
or even a good thing to do.

Soon after the Risk Management Division began, a questionnaire was
developed and sent to all agencies of the state. The main purpose of the
questionnaire was to get a rough idea of the property and liability exposures
that face the state. The information in this report was primarily gathered
by the use of the questionnaire. Therefore, its accuracy directly refates
to how accurately each state agency reported the information. In some
cases, the needed information simply was not available or it was only partially
available. Part of our continuing duties will be to go more in-depth in gathering
information on property and liability exposures.

The following section of this report discusses some of the major risk
exposures of the state. It is not intended to be an exhaustive list of all the

possible risks that affect the state.
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IL.

AUTOMOBILE RISKS

A. Exposures to Loss

The state currently owns approximately 6973 vehicles. This figure varies
as old vehicles are auctioned and new vehicles are purchased, but can be

broken down as follows:

Dept. of Transportation 3,525
Gen. Serv. Vehicle Dispatcher 2,120
Iowa State Fair Board 26

Regents Institutions:

SUI 551

ISU 543

UNI 178

IBSSS 15

ISD 15
TOTAL 6,973 Vehicles

From a liability standpoint, the operation of these vehicles represents
a significant exposure to loss. A collision with a school bus, for example,
or even with a vehicle having five or six passengers could cause a substantial
liability claim against the state.

As an example, in the State of Illinois, a 21 year old college student
was awarded $2,250,000 for damages resulting from an automobile accident
in 1968. This particular victim cannot speak or walk and requires constant
attention. Current conservative mortality prediction on this victim's life
is 53 years. Extending his cost of care for that period of time amounts to

an expected cost of approximately $3,400,000.
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Although this amount is not quite as bad as what might be expected
in a catastrophe in a public meeting place, one can see that a large number
of paraplegic injuries to a group of school children riding in a school bus
could easily exceed a $20 million loss figure. The State of Iowa has been
extremely lucky and never experienced a large auto liability loss. However,
the potential for a large loss is a very real one and cannot be overlooked
in a comprehensive risk management program.

From a physical damage standpoint, there is a much smaller potential
loss than from liability. While the total value of state owned vehicles is
apéroximately $42,000,000, the potential loss would not be that great because
of the relatively small unit values and the spread of the risk. The largest
potential physical damage loss would be where a large number of vehicles
are exposed to a potential catastrophic loss. For example, the State Vehicle
Dispatcher may have as many as 200 cars parked in his yard in Des Moines.

A similar situation exists in Ames with the Department of Transportation

and the three state universities. Assuming an average value of $6,000 per
vehicle, there is a potential for over a $1 million loss, depending on the number
of vehicles involved and the severity of damage.

B. Present Funding

The state's approach to funding automobile losses has basically been
to buy insurance for the liability exposure and retain or self-insure the exposure
of physical damage to state vehicles. The three state universities do buy
physical damage insurance on a small percentage of their vehicles. Most
all liability policies had limits of $500,000 per occurrence.

In the first part of 1980, the state had seven separate automobile insurance
policies and the State Fair Board vehicles were not insured at all. We added

the Fair Board vehicles to the Vehicle Dispatcher's policy early in the year.

The seven policies and their annual premiums were as follows:

Department of Transportation $372,738
State Vehicle Dispatcher 244,593
University of lowa 74,943
Iowa State University 38,893
University of Northern Iowa 19,123
Iowa Braille and Sight Saving School 1,491
Iowa School for the Deaf 2,793

TOTAL $754,574

For the renewal of coverage, effective 7-1-80, the Risk Management
Division attempted to combine all policies into one. However, the Regents
Institutions had already sent their coverage out to bid. We did combine the
majority of vehicles by writing one policy for the Department of Transportation
and the State Vehicle Dispatcher. The coverage was increased from $500,000
per occurrence to $1,000,000 per occurrence and the premium was reduced
from $617,331 to $493,079, a savings of $124,252. The $493,079 premium
through Employers Mutual of Des Moines is based on a retrospective rating
plan. This means that the final premium will relate directly to the state's
liability losses. However, expected losses, based on past history, should
méke the final premium less than $550,000, which is still a considerable
savings with double the coverage. Since we are paying the premium quarterly,
we have the additional cash flow benefit of keeping our money longer and
not prepaying all of it to the insurance company. For the renewal effective
7-1-81, we will attempt to add the five Regent's Institutions to this policy,
assuming we are still insuring this risk.

As was mentioned previously, the physical damage losses to state vehicles

is primarily self-insured. These losses are normally paid from the operating
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budget of the department that owns the vehicle. Uninsured physical damage
losses for the State Vehicle Dispatcher's 2,100 cars, over the past three years
has averagegd approximately $122,000 per year. Physical damage loss data
on other vehicles was not available.

C. Discussion

The Risk Management Division pursued other alternatives before purchasing
insurance on the July I renewal. The biggest consideration was whether
we should self-insure the auto liability exposure. Since the state's loss ratio
for the past four years averaged 54.6%, we felt that considerable money
could be saved by self-insuring. This would require purchasing the claims
adjusting services separately to replace this service now provided by the
insurance company. However, the current Iowa law requires that any uninsured
tort liability claim must be settled by the State Appeal Board. This would
mean that the Appeal Board would have to settle approximately 700 more
claims per year, in addition to the 200 general liability claims per year they
already handle. The option to contract with an outside claims adjusting
service firm is not allowed in the Code. Because of this, self-insuring auto
liability claims was not a feasible option.

Buying first dollar insurance coverage is not a cost effective way to
handle the auto liability exposure. With it's current assets, the state could
easily retain the first $1,000,000 of loss per occurrence on both liability
and physical damage. These losses should be funded by the Self-Insurance
Fund that is recommended elsewhere in this report. Also, the auto exposure
should be included in the excess liability and property insurance coverage
that has been recommended. Under the proposed claims administration program,
the code would be amended to allow the Risk Management Division to contract

with outside claims adjusting service firms to investigate and adjust all claims.
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D. Recommendations

25.

26‘

27.

Discontinue buying first dollar auto liability and physical damage
insurance and retain this exposure up to the state's tolerable retention
level. Uninsured losses can be paid from the self-insurance fund.
Include auto liability and physical damage exposures in the overall
excess insurance coverage.

Amend the Tort Claims Act to allow the Risk Management Division

to contract with claims adjusting service firms for auto liability

claims.
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III. AVIATION RISKS

A. Exposure to Loss

The state owns and operates 20 aircraft of varying size and description.
Jowa State University has 8; Department of Public Safety has 7; Department
of Transportation has 4; and the Attorney General has 1. National Guard
aircraft are apparently all owned by the federal government who is responsible
for them. Total hull value for all aircraft is $1,841,670 and can be broken
down as follows:

AIRCRAFT SCHEDULE

Location: Hull Value

Des Moines Airport

Piper Cheyene - DOT $750,000
Piper Aztec - DOT 80,000
Piper Aztec - DOT 70,000
Cessna 182 - PS 46,925
Cessna 172 - PS 24,300
Bellanca Viking 500 - AG 21,300

TOTAL - Des Moines $993,525

Ames Airport

Piper Aztec - DOT $ 55,000
Aero Commander 500 - ISU 195,000
Aero Commander 500 - ISU 150,000
Aero Commander 500 - ISU 125,000
Aero Commander 500 - ISU 75,000
Piper PA 28 - ISU 24,000
Piper PA 28 - ISU 24,000

63



AIRCRAFT SCHEDULE

Location: Hull Value

Ames Airport (cont.)

Piper PA 28 - ISU $ 24,000
Piper PA 28 - ISU 20,000
TOTAL - Ames $ 692,000

Atlantic Airport

Cessna 172 - PS 26,465

Cedar Rapids Airport

Cessna 172 - PS 26,465
Cessna 172- PS 24,815

Storm Lake Airport

Cessna 172 - PS 39,200

Waterloo Airport

Cessna - PS 39,200
TOTAL AIRCRAFT $1,841,670

The increase of activity in use of commercial aircraft around major metropolitan
areas make the operation of owned aircraft subject to an increasingly large

exposure to accident and possible liability loss.

It is always possible that the operation of aircraft in and around major airports
can involve a state owned airplane in an at-fault accident with a large commercial
aircraft. The potential liability for a DC-10 or a 747, for example, is astronomical.

The potential liability estimated as follows:
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300 passengers @ $250,000 = $75,000,000

Hull value $25,000,000

$100,000,000 TOTAL LOSS

Even smaller jets, such as 707's and DC-8's represent tremendous potential liability

estimated as follows:

135 passengers @ $250,000 =$33,750,000
Hull value = $10,000,000

$43,750,000 TOTAL LOSS

In addition to these amounts, there is the loss of use of the hull which is difficult

to estimate, but would be a sizable loss.
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B. Present Funding

The state currently purchases 4 separate insurance policies to cover
their aircraft exposures. All aircraft insurance is primary with no excess
insurance coverage.

Jowa State University - (8)

Annual premium $13,004
Coverages - 100,000/500,000 Bodily Injury excluding passengers
$100,000/600,000 Passenger BI
$100,000 Property Damage
$300 Each Person - Medical
$500 deductable - In motion damage
$100 deductable - Not in motion damage

Department of Public Safety - (7)

Annual Premium - $2,870

Coverages - $1 ,0655,000 single limit per occurrence
BI and PD, including passengers.

No physical damage or medical coverage.

Department of Transportation - (4)

Annual Premium - $9,428

Coverages - $5,000,000 single limit each occurrence BI & PD,
including passengers.

No medical coverage, physical damage is self-insured,
except for the Piper Cheyenne, which is covered with a

$25,000 deductible in motion and not in motion.
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Attorney General - (1)

Annual Premium - $300

Coverages - $1,000,000 single limit per occurrence
BI and PD, including passengers

No physical damage or medical coverage.

C. Discussion

The limits of liability currently in force are adequate as a primary layer
of coverage. However, considering the magnitude of potential liability arising
from the operation of aircraft, the state is no where near covered for their
potential liability exposure. Additional coverage can and should be purchased
as part of the overall excess property and liability insurance program. The
primary coverage now purchased could be discontinued and coverage provided
by the self-insurance fund currently proposed.

Loss due to physical damage is limited to the actual cash value of the
aircraft involved. Loss of one or several of these aircraft is not beyond
the tolerable loss level of the state and could be self-insured through the
fund.

D. Recommendations

28. Self-insure the primary liability and physical damage exposure for
aircraft up to the state's tolerable retention level.
29. Purchase excess limits of liability for aircraft up to as high as $100

million per occurrence.
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1v. BOILER AND MACHINERY RISKS

A. Exposures to Loss

In determining the maximum possible loss that the state could experience
from a boiler and machinery accident, the following factors are considered:
1. Equipment values
2. Value of buildings housing the equipment.

3.  Surrounding building values.

4. Contents value of the buildings.

5. Third party liability for bodily injury to the public and damage to the
property of others.

6. Bodily injury to state employees.

The state has several boiler and machinery objects that serve various
state owned buildings. The Capitol Complex has an energy plant; each Social
Services' Institutions and the five Regents' Institutions also have energy
plants.

The potential loss from a boiler explosion could be tremendous. For
example, the power plant at lowa State University has an estimated replacement
cost of $75,000,000. If an explosion completely destroyed the plant plus
damaged surrounding buildings and caused bodily injury to a number of people,
the loss could be in the $100 million dollar range.

The exact number and value of all the state's boiler and machinery objects
is not now known because they were not separately shown on building values
that were received. However, the figure shown above is a good estimate
of the maximum potential loss in any one occurrence.

B. Present Funding

All losses to boiler and machinery objects are considered property losses
and are settled by the State Executive Council. Losses are paid from a standing

unlimited account according to Chapter 29C.20 of the Iowa Code. There
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iy

regularly inspected by the Bureau of Labor.

i rently no insurance purchased for this exposure. . . .
s cur Y P P 31. Include the boiler and machinery exposure in the overall excess property

boiler and hiner biliel s
In the past two years there have been four losses to boiler and machinery and liability insurance.

objects as follows:

Loss Amount
Fire at ISU Power Plant - $12,000
Damaged equipment SUI Power Plant $23,000
Fire at ISU Power Plant $1,500,000

Steam line explosion -
Capitol Complex $175,000
TOTAL $1,710,000
While the losses that have occurred seem relatively small, there is still
the potential for a very large loss.

C. Discussion

Boiler and machinery insurance is different from most other forms of
insurance in that its primary purpose is to prevent losses from occurring
by proper and regular inspection services--rather than merely paying for
such losses after they have occurred. As a result, about 40% of the premium
is used to pay for the cost of inspections. Currently, the Bureau of Labor
works in cooperation with various insurance companies to determine the
operational safety of all pressure vessels in the state. Since there is no insurance
coverage on state-owned pressure vessels, the Risk Management Division
needs to be sure that all boiler and machinery objects are regularly inspected
by the Bureau of Labor.

Since inspections obviously cannot eliminate all losses, the state needs
to self-insure this exposure to a tolerable level and then include it in overall
excess property and liability insurance.

D. Recommendations

30. Make certain that all state-owned boiler and machinery objects are



CRIME RISKS

A. Exposures to Loss

The two basic crime exposures that the state faces are employee dishonesty
and non-employee burglary, robbery, forgeries, and theft.

Employee Risks - The risk of loss from employee dishonesty is significant,

but normally not catastrophic. Revenues and appropriations of the state
collected and expended annually represent an important exposure to loss.
In its handling of money and securities, the state has many similarities to
the operation of a large bank. The American Banker's Association reports
that, in spite of opinions that internal controls and audit procedures are
sufficiently effective, financial institutions of all sizes should not overlook
the possibility of a large embezzlement. Insured losses exceeding $250,000
have been experienced by large financial organizations. In the state's Beer
and Liquor Control Department, employee and non-employee, crime losses
exceeded $250,000 this past year in the operation of state liquor stores.
Losses may also occur from employee negligence or "failure to faithfully
perform" the duties of office. The term "faithful performance” goes further
than honesty and implies that a person may be held responsible for loss of
property, including money, entrusted to him even though he has been entirely
honest in his conduct. Nonfaithful performance would include acts or omissions
constituting malfeasance, misfeasance, and nonfea;sance.

Non-Employee Risks - In the normal course of state business, agencies may

have large amounts of money and securities on their premises, numerous
bank accounts, securities, trust funds and other valuable property. These
activities create exposure to loss, not only through employee dishonesty

or carelessness, but also by the criminal acts of third parties, transportation

mishaps, bank failures, forgeries, etc.
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B. Present Funding

The state purchases faithful performance (including honesty) coverage
under a blanket faithful performance position bond in an amount of $100,000
per employee. Certain high risk positions have additional coverage up to
$500,000. They also purchase individual bonds on those people in positions
that the Code requires an individual bond. The Nationa! Guard purchases
a return of property bond to fulfill Code requirements. Also, each of the
Regents institutions purchases bond coverage for its employees.

Generally speaking, the state does not buy crime insurance for money,
securities, and other valuable personal property. The only exception is the
state universities which purchase some burglary, robbery and theft coverage.

The current annual premium for fidelity and crime insurance is $27,836.

C. Discussion

Historically, in order to comply with state statutes, one of the qualifications
for office requires a public official to have a bonding company pass on the
person's ability, honesty, integrity, etc. Therefore, the public official has
to qualify by posting a surety (faithful performance) bond. Practically speaking,
the bonding company spends little time in passing on the official's qualifications,
particularly when a blanket faithful performance bond is maintained.

Prior to 1978, the state was purchasing individual and named schedule
bonds. These bonds were fairly expensive and required a change every time
a person left or started in a particular job. With the many state employees
that were involved, this created a paperwork nightmare. Things became

much better in 1978 when the Executive Council approved purchasing a blanket

position bond for those employees that did not require an individual bond.

By doing this, the state saved about $16,000 a year in premium, and did away
with most paperwork. However, there is still many individual bonds required
that creates additional paperwork.

By a code change, the state could eliminate individual bonds and buy
a blanket bond. A straight blanket bond provides one limit of coverage per
occurrence no matter how many employees are involved and there is no need
to name any individual or position. This eliminates paperwork and, in addition,
it is about 15% less than the cost of a blanket position bond the state now
purchases.

The past losses on bond coverage for the state have been insignificant
and well within the tolerable loss level of the state. This is an area that
could easily be self-insured instead of buying first dollar bond coverage.

After all, an embezzlement of $50,000 and a fire loss of $50,000 have exactly
the same financial effect on the state. It makes no sense to insure the bond
exposure and buy no fire insurance on the property.

Also, the embezzlement loss has a good chance of being recovered while
the fire loss does not. Technically, a surety should not sustain any losses,
because they can legally collect from the individual who caused the loss.
Realistically, sureties usually collect 30 to 50% of their losses depending
on how aggressively they pursue them. The state could pursue self-insured
surety losses and collect at least 30% of the time.

| In order to purchase a blanket bond or to self-insure the fidelity exposure,
the Code of lowa must be changed. To eliminate having to go back and change
every section of the Code that mentions bonding, a simple statement should
be inserted in the code, probably in Section 64.2. For example:

"When an officer or employee of the state is required to furnish a fidelity



VI. PROPERTY RISKS

or faithful performance bond, the state will provide for payment of the premium
A. Exposures to Loss

on the bond from state funds. In leiu of individual bonds, the state may provide
Direct Loss

for a blanket bond furnished by a surety company to cover any officer or
The State of lowa owns approximately $3 billion worth of buildings

employee required to furnish a bond, if all obligations required by law, to
and personal property (excluding vehicles and aircraft) on a replacement

be assumed by the principal and his sureties, by an individual bond, are included
cost basis.

in the blanket bond. If it is deemed appropriate, the state may purchase
There is no central place where the state's property values are

a bond with a per loss deductible or may totally self-insure this exposure."
kept. Individual agencies keep records of their buildings and a computer

This statement will allow the state to retain this exposure to a tolerable o
K run of their inventory of furniture and fixtures. The accuracy of some

level and then include the exposure in the overall excess property and liability ) )
of these inventories is questionable. Also, the inventory is valued at

insurance coverage. .
original cost, not actual cash value or replacement cost.

Non-employee crime risks to which the state is exposed are probably
We arrived at the state's property values from currently available

" not as significant as the employee crime risks. The three universities have
records and not by a detailed inspection of each premises. We obtained

purchased insurance for non-catastrophic crime losses--losses which fall :
» records on the square footage of the buildings and used a current cost

well within the state's tolerable loss level and should be self-insured. There
per square foot to arrive at the replacement cost. On personal property,

is always the possibility that a catastrophic loss exists so that this exposure : )
we used inventory computer runs at original cost, and assuming an average

should be included in any excess insurance coverage.
: 5 year age and 10% a year inflation, we multiplied the original cost

D. Recommendations

by 1.5 to arrive at the replacement cost. As you can see, this imperfect

32. Amend the current law to allow the state and its agencies to self-
processes leaves room for error, but its the best process we have at

insure surety bonds rather than being obligated to purchase the
this time. Keep in mind that on $3 billion worth of value, an error of

coverage from an authorized surety. ly + 10% is $300,000,000
only + is ,000,000.

33. Discontinue current money and securities and burglary and robbery
As stated in Sec. VIII of the third chapter, the state needs to do

insurance at the universities.
detailed inspections of all buildings and contents and put these values
on the computer so they can be updated at regular intervals by a current
cost factor.
The following map of Iowa shows the total building and contents

value of state-owned property as we have calculated it, by county.

This does not include land values, bridges, overpasses, highways, road
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County

Benton

Blackhawk

Boone

Buchanan

Buena Vista
Calhoun

Cedar

Cherokee
Delaware

Dickinson

Guthrie

Hardin

Henry

Humbo1dt

Jasper

Johnson

Major Property Values

City

Vinton

Cedar Falls
Waterloo

Woodward

Boone
Farms

Independence

Alee Farm
Rockwell City

West Branch

Cherokee
Backbone State Park

Okoboji/Spirit Lake
Area

Springbrook Park &

Conservation Ed. Cntr.

Eldora

Mt. Pleasant

Geode State Park

Bradgate

Newton
Iowa City
Oakdale

78

Property

Iowa Braille and Sight
Saving School (12)

UNI (80)
National Guard

Woodward State Hospital
(106)

National Guard

I.S.U.

Independence Mental
Health (38)

[.S.U.

Women's Reformatory (11)

IPBN
Bldg., Tower & Equip.

Cherokee Mental Health (27)

Conservation Comm.

Conservation Comm,

Conservation Comm.

Training School (24)

Mt. Pleasant Mental (26)
Health

Conservation Comm.

IPBN
Bldg., Tower & Equip.

Riverview Release (32)
S.U.I.
Medical Facilities (5)

Replacement Value

14,568,000

306,538,000

1,768,000
39,944,000

1,665,000
6,098,670
28,270,000

1,110,450
4,700,000
3,717,000

27,770,000
1,415,000
2,800,000

3,122,000

16,192,000
24,167,000

1,237,000
1,978,000

2,835,000
950,620,000
9,816,000



Major Property Values (cont.)

County

Jones
Lee
Lucas
Marion
Marshall
Mills
Page
Polk

City

Anamosa

Fort Madison
McNay Farm

Red Rock Lake Area
Marshalltown
Glenwood

Clarinda

Des Moines

Des Moines

Grimes

Grimes

Des Moines
Des Moines

Des Moines

Grimes
Des Moines

Des Moines

Des Moines
Mitchellville

Alleman

Des Moines

Ankeny Farm

Property Replacement Value
Men's Reformatory (31) $ 42,798,000
State Penitentiary (26) 53,200,000
[.S.U. 1,794,780
Conservation Comm. 1,584,000
Iowa Veterans Home (31) 52,932,000
State Hospital (84) 51,902,000
Mental Health (29) 25,732,000
Capitol Complex (15) 157,748,910
Red Horse Armory--National 1,480,000
Guard

Camp Dodge (200) 18,100,000
Liquor Warehouse and 15,000,000
Inventory

Fairgrounds (58) 46,000,000
Terrace Hill 3,436,000
IPBN Bldg., Equipment 7,800,000
and Mobile Equipment

Law Enforcement Academy 3,956,000
Blind Commission 13,146,000
Public Safety, Hdg., 4,904,000
Garage & Communications

Ft. Des Moines Residential 2,290,000
Girls Training School (12) 5,270,000
IPBN, Tower & 3,040,000
Equipment

Air National Guard, 5,200,000
D.M. Airport

I.S.U. 3,726,390

Major Property Values (cont.)

County

Pottawattamie

Sac

Scott

Story

Tama

Woodbury

City

Council Bluffs
Oakland

Lake View & Black-
hawk Lake Area
Davenport

Ames

Ames

Ames

Qutlying Farms
Toledo

Sioux City

n

Property

Iowa School for the
Deaf (19)

IPBN, Tower &
Equipment

Conservation Comm.

National Guard
I.S.U.

D.0.T. Headquarters
Conservation Comm.
I.S.U.

Juvenile Home (14)

IPBN, Tower &
Equipment

Replacement Value

$ 21,052,000

1,934,000

1,653,000

2,294,000
818,723,000
25,000,000
1,683,000
11,307,000
7,532,000
1,202,000



IOWA CAPITOL COMPLEX

BUILDING TOTAL SQ. FT. APPROXIMATE BUILDING REPLACEMENT COST APPROXIMATE CONTENTS COST
1. State Capitol Bldg. 108,648 $43,459,200 - $8,000,000
2. Wallace Office Bldg. 210,000 13,650,000 4,000,000
3. Job Service Bldg. 110,082 7,155,330 3,172,000
4, Vocational Rehabilitation 114,850 7,465,250 802,000
5. Historical Bldg. 68,540 6,854,000 8,000,000
6. Capitol Annex Bldg. 20,000 1,100,000 217,000
7. Grimes Office Bldg. 80,440 5,228,600 1,862,000
8. Lucas Office Bldg. 174,828 11,363,820 2,000,000
9. Hoover Office Bldg. 261,996 17,029,740 6,553,000
0. Maintenance Bldg. 27,000 864,000 150,000
1. Central Energy Plant 7,500 375,000 1,650,000
2. Executive Hills 13,584 747,120 45,000
3. Record and Property Center 57,611 2,880,550 330,000
4. Micrographics Bldg. 9,000 495,000 100,000
5. Vehicle Dispatcher Bldg. 29.746 1,487,300 ' 713,000

TOTAL COMPLEX $120,154,910 $37,594,000
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REGENTS PROPERTY VALUES--REPLACEMENT. COST

University of Iowa - Iowa City and Oakdale (Johnson)

Real Property - Buildings $682,186,870

Personal Property 268,432,500

Vehicles - Mobile Equip.
551 vehicles @ $8,000 4,408,000
TOTAL $955,027,370

Iowa State University - Ames and outlying farms

Real Property - Buildings $673,547,600

Personal Property 145,175,415
Vehicles - Mobile Equip.

543 vehicles @ $8,000 4,344,000
Aircraft (8) 637,000
Farms 25,407,090

TOTAL $849,111,105

(Story)

University of Northern Iowa - Cedar Falls (Blackhawk)

Real Property - Buildings $273,028,705

Personal Property 33,508,895
Vehicles - Mobile Equip.
178 vehicles @ $8,000 1,424,000

TOTAL $307,961,600

Iowa Braille and Sight Saving School - Vinton (Benton)

Real Property - Buildings $ 13,613,200
Personal Property 954,665

Vehicles - 15 vehicles @
cost new 114,892
TOTAL $ 14,682,757

Iowa School for the Deaf - Council Bluffs (Pottawattamie)

Real Property - Buildings $ 19,426,770

Personal Property 1,625,324
Vehicles - 15 @ $7,000 105,000
TOTAL 21,157,094
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Schaeffer Hall
Chemistry-Botany
Jessup

Pharmacy
McBride

East Hall
Zoology Building
Art Building
Engineering
MacLean

General Hospital Complex
and Contents (Insured)

Childrens Hospital
Phychiatric Hospital
North Hall

Field House

Kinnick Stadium
Quadrangle

Currier Hall
Memorial Union
Burge Hall

Law Center

MAJOR BUILDINGS

UNIVERSITY OF IOWA

6,117,000
15,578,000
5,317,000
5,403,000
6,162,000
10,160,000
7,315,000
5,728,000
10,339,000
5,147,000
120,775,000

7,592,000
6,540,000
5,003,000
15,278,000
12,156,000
9,685,000
14,638,000
21,244,000
22,448,000
5,305,000

Hillcrest
Hospital School

Library and Books

Hawkeye Drive Apartments

Philips Hall
English-Philosophy Bldg.
Physics Building

Basic Science Bldg.
Music Building

Hawkeye Court Apartment
Hancher Auditorium
Oakdale Hospital

Rienow Hall

Slater Hall

Daum Hall

Stanley Hall

Dental Science

Health Science Library
Recreation Building
Lindquist Center
Nursing Building

Carver Pavilion

18,736,000
6,368,000

120,000,000

12,095,000
6,173,000
6,567,000

13,998,000

22,820,000
7,662,000

21,980,000
7,750,000

14,874,000
8,170,000
8,170,000
6,330,000
8,166,000

14,000,000
6,120,000
6,894,000
7,315,000
5,421,000

20,000,000

Curtiss Hall
Kildee Hall
Physical Education

Coover Hall

Town Engineering Bldg.

Carver Hall
Stephens Auditorium
College of Design
Hilton Coliseum
Library & Books
Physical Plant
Power Plant
Scheman Hall

Ross Hall

MacKay Hall
Armory

Beardshear

Beyer

MAJOR BUILDINGS

IOWA STATE UNIVERSITY

7,105,000
6,758,000
10,000,000
5,070,000
7,607,000
9,258,000
8,976,000
10,766,000
15,310,000
75,660,000
9,510,000
75,000,000
8,647,000
6,000,000
6,074,000
6,420,000
7,304,000
8,550,000
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Bessey

Gilman Hall

Pearson

Physics Hall
Science Hall
Veterinary Medicine
Veterinary Quadrangle
Buchanan Hall
Oak-ETm Hall
Friley-Hughes Hall
Helser

University Village
Knapp-Storms

Linden Hall
Maple-Willow-Larch
Wilson-Wallace
Pammel Court
Hawthorne

Schilletter Village

11,657,000
16,240,000
5,110,000
11,165,000
15,193,000
31,320,000
5,640,000
6,562,000
9,907,000
25,491,000
14,533,000
28,000,000
17,973,000
8,388,000
25,336,000
18,725,210
9,270,000
8,359,000
20,115,000



BOONE CO.
Bilsland

Swine Nuit.

Ag. Engineering & Agronomy

BUENA VISTA CO.

Allee Mem.
HAMILTON CO.

Coles

LUCAS CO0.
McNay
MONONA CQ.
W. Iowa EXxp.
0'BRIEN CO.

N.W. Iowa Experminental
SHELBY CO.
Shelby-Grundy

ISU FARMS (25)

2,764,530
990,930
2,343,210

6,098,670

1,110,450

380,700

1,794,780

478,710

34,560

433,500

STORY CO.

Akin

Farm Maint.
Hinds
Horticulture
New Horticulture
Plant Intro.
Poultry
Ruminant
Woodruff
Bruner

Dairy Science
Curtiss

Ag. 450

Animal Science

WRIGHT CO.

Clarion-Webster

555,240
80,190
134,610
128,760
858,840
735,720
1,335,000
1,353,570
657,960
32,790
1,474,650
1,140,630
697,260
2,121,900

11,307,120

42,210

Auditorium
Baker

Bartlett

Bender

Campbell

Dancer

Education Center
Hagemann

Hillside Court

MAJOR BUILDINGS

UNIVERSITY OF NORTHERN IOWA

6,058,000
5,732,000
8,720,000
7,090,000
8,296,000
7,090,000
9,397,000
5,612,000
15,302,000
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Lawther

Library and Books
Noehren

Physical Education
Price Lab School
Rider

Science

Shull

Uni-Dome

7,723,000
50,000,000
9,359,000
7,344,000
10,000,000
5,613,000
8,163,000
5,612,000
13,120,000



